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2009 Tax Planning Tips
Tax Free Savings Account

Most people now know of this new investment program that allows every taxpayer 18 years of age or older and a resident of Canada throughout the year to contribute $5,000 each year.   Contributions to a TFSA and the interest on money borrowed to invest in a TFSA are not tax deductible.   The income generated in the TFSA is tax-free when withdrawn. The $5,000 annual contribution limit is cumulative and amounts withdrawn from the TFSA can be recontributed into the account in a later year.   Following are some frequently asked questions (FAQ’s):
What type of investment is best in the TFSA?

As the income earned in a TFSA is tax sheltered it is best to use the TFSA to generate investment income that would attract the greatest amount of tax if earned outside the TFSA.   Generally speaking this would be interest income from investments such as GIC’s and bonds.  Dividends and capital gains are generally taxed at lower income tax rates and are best held in your personal or corporate investment accounts. If you expect a share to have a large upside in its value a TFSA could be the appropriate program for the investment.
Which is best?  RRSP, RESP, TFSA or Mortgage prepayment?
As mortgage interest is paid with after tax dollars, the most effective option would be the mortgage prepayment.  Your effective guaranteed rate of return is higher than you can earn on alternative investments.  The RRSP gives you a tax deduction, but is of most benefit if your personal income is at the level attracting the highest rate of tax (income over $126,264 for 2009).  For individuals who are self employed it is often not tax effective to establish such a large salary.   For employees, the RRSP can be an effective tool but the mortgage prepayment should still be a priority.  As RRSP eligibility is cumulative it can always be used at a later date.  RESP’s are the next best investment for those with children under 16.  The various Government contribution programs make this a useful tool for tuition fees incurred for post-secondary education.  There is no annual limit for contributions and the lifetime limit for contributions is $50,000 for each beneficiary.  Lastly, the TFSA can be used if all other vehicles have been maximized.
TFSA accounts are also useful for keeping emergency funds in case of layoff or for saving for large purchases such as vehicles or home renovations.
CPP Calculator

A useful site that allows you to estimate your CPP entitlement on retirement at different ages.

http://curc.clc-ctc.ca
Mileage Allowance
For those who are charging mileage for business use of a personal vehicle, the CRA approved allowance rates for 2009 and 2010 are 52 cents per kilometer for the first 5,000 km and 46 cents per kilometer thereafter.  GST is included in these and is calculated at 5/105 of the amount calculated.
Home Buyers and Home Owners

The government is encouraging Canadians to purchase first homes and renovate their existing homes.  You can now borrow up to $25,000 from your RRSP to purchase a house for first-time home buyers.  If you are planning to buy your first home you could contribute to your RRSP for a period of at least 90 days, get a tax deduction for the contribution (as long as you have available contribution room) then withdraw the funds for the down payment on a first-time home purchase.
In 2009 there will be a tax credit for eligible home renovation expenditures (HRTC) of more than $1,000 but not more than $10,000 resulting in a maximum credit of $1,350.
If you are a new home buyer and purchased your home after January 27, 2009 you may be eligible for a tax credit of $750.00
Income Splitting

There are many ways to accomplish this but two of the most common are the pension splitting available to those with eligible pension income (not OAS or CPP) and interspousal loans. An income split of CPP is available by contacting Service Canada.
Pension splitting began in 2007 and our software calculates the most tax effective split.  This can result in both spouses having to pay instalments, but we found many clients saved a significant amount of tax with this option.  We will automatically calculate the most beneficial amount.
Interspousal loans are made by the spouse at the highest tax rate income to the spouse with low rate tax.  The loan should be documented by a promissory note and the interest actually paid by the low rate tax spouse to the other spouse by January 30 of the following tax year.  The interest is tax deductible to the low rate tax spouse and represents taxable income to the other spouse. The income earned from the investments purchased with the loan proceeds is earned by and taxable to the low income spouse.

**Note that the prescribed interest rate to be charged is presently at a four year low of 1% and can be fixed for five years. Those who currently have an existing interspousal loan can adjust the interest rate to this amount. **
Instalments

Income tax instalment payments are required to be made if your tax owing in 2010 and in either 2009 or 2008 is greater than $3,000.   Our transmittal letter we will enclose with your 2009 personal income tax return will indicate the instalment payment amounts you should remit to CRA during 2010.  CRA has not been sending instalment reminders to taxpayers as regularly as in previous years and you should not rely on receiving forms from them to remind you to make the payments.
Disabilities
Some tax credits and related programs to support taxpayers with disabilities are regularly being missed. CRA determines if you are disabled in consultation with your doctor and there is normally no cost associated with the application, although some doctors may charge an application fee. CRA has a very broad scope of what makes up a disability and it may be worth it to have a discussion with us.
Tuition
If any of your children are attending a university or college in Canada or abroad it is worthwhile to complete a tax return for them even though they may not have any earnings. Ask us why ?
If you have any questions regarding any tax or financial planning ideas please contact us.
